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ORIGINAL NV APPLUCATON gy

BEFORE THE ARIZORACORPGRATION COMMISSION
Arizona Corporation Cemmission

COMMISSIONERS :
BOB STUMP — CHAIRMAN W OEC 171 P 1: 35 DOCKETED
GARY PIERCE o |
BRENDA BURNS ~.L CORP COMMISSICH DEC 17 204
BOB BURNS DOCKET CONTROL e

SUSAN BITTER SMITH Lﬂ

IN THE MATTER OF THE APPLICATION OF | Docket No.  E-01025A-14-0413
AJO IMPROVEMENT COMPANY FOR AN

ADJUSTMENT IN ITS PURCHASED POWER
AND FUEL ADJUSTMENT CLAUSE RATE APPLICATION
(“PPFAC”)

Ajo Improvement Company (“AIC”) files its application with supporting spreadsheets to
accelerate the third and fourth step increases of its Purchased Power and Fuel Adjustment Clause
(“PPFAC”) rate originally approved in Decision No. 74298 (January 29, 2014), and to add a fifth
step increase to $0.03900 per kilowatt-hour (“kWh”). AIC requests that the Arizona Corporation
Commission authorize and approve:

(1) an adjustment to $0.03250 per kWh starting August 2015.

(2) an adjustment to $0.03575 per kWh starting February 2016; and

(3) an adjustment to $0.03900 per kWh starting August 2016.

AIC is making this request to avoid a continually increasing under-collection of its PPFAC
bank balance, and to gradually reduce the current under-collected balance. In support of its
Application, AIC states the following:

1. AIC is an Arizona public service corporation certificated by the Commission to
provide electric, water and wastewater service to customers in Pima County, Arizona. AIC serves
approximately 1,040 electric customers.

2. The Commission had approved an adjustment to AIC’s PPFAC rate from $0.05000
per kWh to $0.01000 per kWh in Decision No. 73079 (April 5, 2012) — to address an over-
collected bank balance. At that time, it was anticipated that the then-existing over-collected bank
balance would be eliminated by July 2013, and the under-collected balance would be minimal and

relatively stable. But that was not the case.
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3. Because the under-collected balance increased rapidly with no signs of stabilizing,
the Commission approved a four-step increase to its PPFAC rate in Decision No. 74298 as
follows:

e $0.02438 per kWh (starting February 2014);
e $0.02763 per kWh (starting February 2015);
e $0.03250 per kWh (starting February 2016);
e $0.03575 per kWh (starting February 2017);

The hope was that this would address the under-collected bank balance, based on the
assumption that the unit cost for purchase power would average $0.06244 per kWh (which was
the average for 2013). Unfortunately, AIC forecasts the unit cost of purchase power to average
$0.07270 per kWh in 2015.

4. As a result, AIC projects that the under-collected balance will grow to
approximately $323,054.00 by December 2015 and $406,564.00 by December 2017, under the
current-step increases approved in Decision No. 74298. Even the fourth-stepped-in PPFAC rate
of $0.03575 per kWh will be insufficient to recover the forecast cost of purchase power, let alone
reduce the under-collected bank balance. Further, consumption in AIC’s service territory
increased during the summer months of 2014 (compared to the rest of the year), which contributed
to the growth in the under-collected bank balance.

5. AIC proposes to accelerate the last-two-step increases as follows:

e $0.03250 per kWh to go into effect starting August 2015 (an increase of $2.55
based on average residential use of 525 kWh); and

e $0.03575 per kWh to into effect starting February 2016 (an increase of $1.71
based on the average residential use).

6. Further, AIC proposes that an additional step increase of $0.03900 per kWh take
effect starting August 2016 (an average increase of $1.71 based on average residential use of 525
kWh). This will result in a total rate for purchase power (the PPFAC rate together with the base

purchase power rate) equaling $0.07370 per kWh. This will allow AIC to very gradually reduce
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the under-collected PPFAC balance, assuming purchase power prices to remain at $0.07270 per
kWh.

7. Because AIC anticipates purchase power prices to be higher but remain relatively
stable for the Company, AIC believes its proposal, together with the base purchase power rate,
will allow AIC to gradually reduce its under-collected balance while also accurately reflecting
AIC’s purchase power costs for the foreseeable future. According to the Energy Information
Administration (“EIA”) short-term energy outlook forecast for December 2014, the Henry Hub
spot price for natural gas is expected to be at $3.94 per million British thermal units (“MMBtu”)
in 2015 — up from approximately $2.83 per MMBtu in 2012 and $3.84 per MMBtu in 2013,
although down from $4.58 per MMBtu in 2014." This remains an appropriate barometer since
AIC’s purchased power remains largely derived from natural gas resources

8. Attached as Exhibit 1, and incorporated herein by reference, are spreadsheets
detailing the PPFAC bank balance levels and detailing how AIC’s proposal will eventually reduce
its under-collected balance. Based on its current estimate of power costs, AIC anticipates that the
under-collection will be reduced to $304,543.00 by December 2017, assuming AIC’s full proposal
is approved.

9. AIC requests that the Commission approve its proposed adjustment as described
above starting in August 2015, with subsequent increases to take place as described in February

2016 and August 2016.

'See EIA Short-Term Energy Outlook at http://www.eia.gov/forecasts/steo/report/natgas.cfim (last
checked December 17, 2014).



http://www.eia.gov/forecasts/steo/report/natgas.cfm
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RESPECTFULLY SUBMITTED this 17" day of December, 2014.

Original and 13 copies filed

this 17" day of December, 2014, with:

Docket Control

ARIZONA CORPORATION COMMISSION

1200 West Washington Street
Phoenix, Arizona 85007

AJO INIPROV NI COMPANY

Bym/()

Jaagan D. Gellman
R¢sHKA DEWULF & PATTEN, PLC
e Arizona Center

400 East Van Buren, Suite 800
Phoenix, Arizona 85004

(602) 256-6100

Attorney for Ajo Improvement Company

Copies of the foregoing hand-deliver/mailed

this 17" day of December, 2014 to:

Lyn A. Farmer, Esq.

Chief Administrative Law Judge
Hearing Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Janice M. Alward, Esq.

Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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Exhibit-1
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